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ABSTRACT 



This thesis is a single case study analyzing the impact of sanctions on Iraq's current 
and projected future economy. The evidence presented indicate sanctions caused long-term 
economic devastation, but appear incapable of promoting political change. The paper 
outlines Iraq’s economy in four sections. The first, demonstrates the nation’s economic 
position prior to sanctions showing Iraq’s vulnerability to international pressure and 
economic isolation. Next, sanctions are defined, illustrating the reasons, the variety and 
demonstrating their comprehensive application. The third section details the current 
economy after six years of unified global embargo and looks at Saddam Hussein’s 
desperate attempt to generate foreign exchange despite multinational opposition. Finally, 
the paper projects Iraq’s ability to promote economic recovery following the removal of 
sanctions. Evidence concludes that Iraq’s economic growth potential for the next three 
decades has been stymied, thereby, making economic sanctions unnecessary. The hard-line 
U.S. stand against Iraq, is preventing the settlement of war reparations, imposing a 
generation of Iraqi people to poverty and causing friction among our allies. As the second 
term of the Clinton administration begins, perhaps now is the time to develop a new U.S. 
regional strategy. 
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EXECUTIVE SUMMARY 



On the second of August 1 990, Saddam Hussein violated Article two, section four 
of the United Nations Charter which calls upon members to: 

...refrain from, in their international relations, the threat or use of force 

against the territorial or political independence of any state. 

This violation, as the paper illustrates, set forth a chain of resolutions that represent every 
possible category of sanctions and has resulted in the devastation of Iraq’s economy. 
Today, sanctions have curtailed the rate of growth of Iraq’s economy and caused serious 
economic, financial, social and psychological consequences. 

By 1997, after more than six years of international isolation, the United Nations is 
continuing to apply sanctions against Iraq. Although time and the enactment of resolution 
986, has slightly diminished their impact, the economy has suffered considerably. In the 
last quarter century, the application of sanctions initiated by the U.S. have occurred with 
such regularity that it seems little consideration is given to the impact on the target country 
or the sanctioning body. Nor does the United States focus on how effective sanctions are at 
achieving the desired political outcome. 

This research is a single case study designed to analyze the current and future 
economic impact of sanctions imposed on Iraq and determine if the lifting of sanctions is 
appropriate. The hypothesis is that sanctions have accomplished their intended goal of 
crippling Iraq’s economy well into the next century, but are not capable of fulfilling their 
political goals given the desired objectives. Evidence from this research suggests the 
application of sanctions will continue to influence the country’s growth potential for the 
next three decades, regardless whether or not sanctions are continued. Thus, it is 
unnecessary to continue economic sanctions when the economic goal has been 
accomplished. By understanding Iraq’s economic situation, the United States can evaluate 
the Iraqi threat to the U.S. and our regional allies. By reviewing the current economic 
statistics and Iraq’s projected future, the data may support the lifting of sanctions in order to 
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maintain Iraq’s sovereignty, allow payment of war reparations and forgo any further human 
tragedy. 

The Iraq economy has been in a thirty year cycle of growth and decline that is best 
represented in the country’s GDP. Due to the impact of sanctions, the current GDP is 
approximately the same as that of the 1960s. Since the 1950s, the economy has grown due 
to the revenues generated from exports and its redistribution into other areas of the 
economy. The revenues supplied by Iraq's exports support all forms of domestic programs, 
all government expenditures, the majority of all consumable purchased, and most capital 
and durable items. As exports grew, so in turn did the well being of the nation. In three 
decades annual gross domestic product grew eight-hundred percent and oil revenues by 
2200 percent. By the end of the 1980s, revenues began to decline, forcing Iraq into rapidly 
accumulating foreign debt and financial strain on its balance of payments. By 1990, Iraq 
estimated its foreign debt to the non- Arab countries at forty-two billion dollars, seventy-five 
billion with interest. 1 This debt coupled with the country’s need for foreign exchange made 
it highly susceptible to international pressure and as seen by the application of sanctions, 
Iraq’s economy has crumbled. 

Since the application of sanctions, Iraq has lost the equivalent of twenty-two billion 
dollars of per annum in lost income. This is the result of tremendous loss in export 
earnings, a depreciation in the unofficial exchange rate of the Iraqi dinar, a substantial 
decrease in national income, and a dramatic increase in the price of goods and services. This 
dramatic chain reaction initiated by United Nations sanctions has altered the economic 
livelihood of every man, women and child in Iraq. 

Sanctions have effectively isolated Iraq from the remainder of the world. The 
economy suffers from a ninety-seven percent cut in export earnings, a four-thousand 
percent increase in inflation and hundreds of billions in national debt. Iraq's road to 
economic recovery, once sanctions are lifted, will be hampered by a substantial portion of 

1 Keith Bradsher, “War Damages and Old Debts Could Exhaust Iraq’s Assets,” New York Times, (March 1, 
1991); and Middle East Economic Survey , (May 13, 1991). 
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revenues having to be allocated to service the increasing debt, pay war reparations, and 
repair and replace capital. 

The current economy has “leveled” at the pre-industrial or agricultural base that the 
country' acquired in the 1960s. This is a reflection of the country’s production and 
consumption capabilities given its water and arable land resources. Humanitarian aid began 
arriving in March which has eased some of the burden on the citizens of Iraq and provided 
Saddam a short lived moral victory in the eyes of his people. As Saddam Hussein promotes 
his propaganda, the reality of continued two-hundred percent inflation occurring over the 
next two years will eventually erode his and the public’s optimism. 

The sanctions imposed on Iraq have forced the country to utilize whatever means 
available to generate income for its survival. Due to the desperate situation in the country, 
Iraq feels compelled to test the strength of the coalition forces. A vast number of maritime 
deceptive strategies are being employed by vessels carrying illegal products. Iraq’s 
desperate hope is to generate foreign currency by whatever means necessary in an effort to 
improve the domestic situation in Iraq and make a political statement to the world. 

Large accumulated debt and insignificant revenue production describes Iraq’s 
current economic environment and its probable future. Provided the situation remains 
constant, Iraq has no short term hope for economic revitalization. In Iraq's present 
dilemma, the prospect for economic reconstruction and recovery are dependent on oil 
revenues, foreign debt rescheduling, war reparations, and the lifting of United Nations 
sanctions. Damage to the country's infrastructure, lack of capital and Iraq's inability to 
secure future credit will restrict exports of oil and slow the recovery process. It is 
impossible to see any future for Iraq until these variables are addressed. Any recovery, 
of course, is based on the premise that sanctions are lifted, OPEC allows Iraq to produce at 
previous levels, the country’s capability still exists to be productive without credits for 
capital and production equipment, and the international community is willing to deal with 
whatever government is in power. The combination of two wars, coupled with the 
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application of sanctions for the last five years, have ensured a crippled Iraq economy for the 
next fifteen-to-fifty years. 

This being the case, the United States should adopt a new strategy for the region that 
lift economic sanctions and promote diplomatic exchange and cooperation. With the 
projected economic outlook for Iraq, Saddam Hussein’s regime will be forced to cooperate 
with the its neighbors and the international community. The fact remains that Iraq does not 
possess the power or influence of a nation such as China, and any activity contrary to 
international law and good behavior will not be tolerated. 
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I. INTRODUCTION 



A. ORGANIZATION 

In 1997, after more than six years of international isolation, the United Nations is 
continuing to apply sanctions against Iraq. Although time has slightly diminished the 
impact of sanctions, the economy of Iraq has suffered considerably. From all indications, 
the economic hardships Iraq is currently experiencing will continue well into the next 
century. This will occur despite the November 1996 agreement reached between Saddam 
Hussein and the United Nations over Resolution 986. 

The oil-for-food resolution was agreed upon to provide humanitarian relief through 
the sale of four billion dollars of Iraqi crude per year. This resolution is up for review every 
six months and most economists believe the export ceiling will increase. The revenue 
generated by Resolution 986 will provide some relief for the beleaguered Iraqi citizens , but 
will do little to strengthen the economy or improve the country’s balance of payments 
position. With the relaxing of some of the export restrictions, this may be the time that the 
United States should review their position on sanctions towards Iraq. 

Nations around the world have used economic sanctions as a foreign policy tool 
with increasing frequency over the last two decades. For example, from World War I 
through the 1960s a total of twenty-six United States initiated sanction incidents occurred. 
From 1970 to 1992 the United States used sanctions in over one-hundred cases. 2 Sanctions 
seem to be the United States first line of defense when poised against a uncooperative 
international actor. These sanctions are applied with such regularity that little consideration 
is given to the impact on the target country or the sanctioning body. Nor does the United 
States focus on how effective sanctions are at achieving the desired political outcome. The 



: Hufbauer, Schott, Elliot, Economic Sanctions Reconsidered: History’ and Current Policy, (Washington 

DC: Institute for International Economics, 1990) 16-24. 



sanctions imposed against Iraq characterize a form of punishment instead of pressure 
directed towards reintegrating the country into the international community. 

The economic sanctions directed against Iraq appear to be achieving the intended 
economic pressure, but are failing to achieve their political objective. Secretary of State 
Madeleine Albright stated that Iraq would continue to be subjected to sanctions until it 
ceased to pose a threat, but that Saddam’s regime would by its very nature always pose a 
threat . 3 The Secretary of State implied that sanctions would stay in place, come what may, 
so long as Saddam Hussein is around, and that it is out of the question for the U.S. to deal 
with or even coexist with his regime . 4 If this is, in fact, the position of the administration, 
than the impact of sanctions or its apparent ability to succeed or fail is irrelevant. 

The position this research takes is that sanctions are a political tool of diplomacy 
designed to promote political change. Sanctions must have a well defined political 
objective that can be achieved by their application. In the case of Iraq, the political 
objective is compliance with United Nations Security Council Resolutions and a change in 
the regime. These objectives must be accomplished through economic pressure applied by 
international isolation. 

What this research is designed to analyze is the current and future economic impact 
of sanctions imposed on Iraq and determine if the lifting of sanctions is appropriate. The 
hypothesis is that sanctions have accomplished their intended goal of crippling Iraq’s 
economy well into the next century, but are not capable of fulfilling their political goals 
given the desired objectives. Evidence from this research suggest, regardless whether or 
not sanctions are continued, their application over the last six years will continue to 
influence the country’s growth potential for the next three decades. Thus , it is unnecessary 
to continue economic sanctions when the economic goal has been accomplished. 



3 Salah Alnaswari, “Question Marks Han° over US Intentions towards Iraq and Iran,” Mideast Mirror, (23 
April 1997). 

4 Ibid. 
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The paper analyzes the single case study of sanctions against Iraq to determine the 
economic impact now and in the future. First, to better understand the implications of 
sanctions, it is necessary to review Iraq's economy prior to its application and illustrate the 
countries vulnerability to export restrictions. Next, the focus shifts to a study of sanctions, 
the variety their imposed and the types available. This section demonstrates the variety of 
reasons sanctions are used, the types available and their comprehensive application against 
Iraq. The next section provides a detailed analysis of the current conditions in Iraq as a 
result of over six years of unified global economic isolation. The second to last section 
compares Iraq's struggle to export despite sanctions and the coalition’s efforts to enforce 
them. This illustrates the complete isolation Iraq is experiencing and its feeble but frantic 
attempt to generate foreign exchange. Finally, the paper evaluates forecasts found in the 
literature that illustrate Iraq’s prospects for the future given the removal of sanctions. 

B. FOCUS 

The purpose of this research is to determine Iraq’s current economic situation and 
the impact of sanctions on its future. By understanding Iraq’s economic stability, the 
United States can evaluate the threat Iraq poses to the U.S. and its allies in the region and 
determine if the lifting of sanctions is appropriate. By reviewing the current economic 
statistics and Iraq’s projected future, the data may support the lifting of sanctions in order to 
maintain Iraq’s sovereignty and forgo any further human tragedy. Arguably sanctions are 
not achieving their political goals and are, in fact, punishing the current generation of Iraqi 
adults and children presumably for the duration of their lives. It is time to reevaluate 
whether one man is worth the economic deprivation of an entire nation. 

C. METHODOLOGY 

A comprehensive review of available literature on the economy of Iraq was 
analyzed to determine its current and future situation. The economic information, gathered 
as the basis for the economy of Iraq, was supplied by numerous statistical documents and 



journals, such as, the International Trade and Development Statistics, IFS Supplement on 
Trade Statistics, Economists Intelligence Unit Country Profile, Joint Arab Economic 
Report, Middle East Executive Reports, Middle East Economic Digest, Balance of 
Payments Statistics and others listed in the references. It is imperative for the reader to 
understand that Iraq's economic information, after the mid-1980s, is considered state secrets 
and thus the statistics listed in this report are derived from information openly available and 
may not be comprehensive or unquestionably accurate. 
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II. THE ECONOMY BEFORE SANCTIONS 



A. TRADE 

The Iraqi economy, in the last four decades, has been supported by foreign exchange 
generated by exports to the international community. The revenues supplied by Iraq’s 
exports support all forms of domestic programs, all government expenditures, the majority 
of all consumable purchases, and most capital and durable items. As seen by the 
application of sanctions, Iraq’s open market economy is not sustainable without 
international exchange of goods and services via exports and imports. 

1. History 

Iraq has evolved from a local exporter of goods and materials to its Middle Eastern 
neighbors, to an international supplier with a substantial clientele. To fully understand 
Iraq’s trade relationship with the international community, a brief overview of Iraq’s trade 
history is necessary. 

In spite of the arid nature of the Iraqi countryside, agriculture was the main 
supporter of the economy prior to the exploitation of oil. Agricultural commodities 
included wheat, barley, dates, cotton and sorghum. The most important agricultural exports 
were dates and cotton. The foreign exchange earned from these agricultural exports 
provided the funds for the import of capital for the gradual development of the country. For 
example, total government revenue rose moderately from an average of slightly over twelve 
million a year in the period 1931-35 to only seventy- four million a year in the period 1946 
to 1950. 5 During this period, prior to the production of oil, the land and water resources 
were the backbone of the economy. 6 



5 Edith and E.F. Penrose, Iraq: International Relations and National Development, (Boulder CO, Westview, 
1978), 82. 

6 Fahim. I. Qubain, The Reconstruction of Iraq: 1950-1957 , (New York, Praeger Publishing Inc., 1958), 17- 
36 and International Bank for Reconstruction and Development (IBRD), The Economic Development of 
Iraq, (Baltimore MD, John Hopkins, 1 952), 1 . 
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Oil was discovered in Iraq in the 1920s. By the 1930s, following the country's 
independence, oil in substantial quantities was discovered in the north and limited 
exploration was conducted in other parts of Iraq. At the initial stages, Iraqi oil was 
developed mainly by British and French companies under the auspices of the Turkish 
Petroleum Company. The ownership structure of the company was seventy percent 
British, twenty percent French and the remaining ten percent was Iraqi owned. After 
independence the Iraqi Petroleum Company, a consortium of companies from Britain, 
France and the United States, was formed. The IPC became the principle oil developing 
company in Iraq. The company found abundant reserves, but continuous conflict between 
the different components of the company and the development of alternative sources of 
petroleum, kept both production and government oil revenues low. 

Prior to World War II, Iraq traded few commodities regionally, a direct reflection of 
its lack of industrial development, overall economic backwardness and low productivity. 
The isolation of its market and the inadequacy of transportation, communications, and 
marketing facilities also prevented economic expansion. As part of the Middle East trading 
area, Iraq’s trade was influenced by the low levels of demand by other countries of the 
region. Iraq's limited capacity to allocate its existing resources to produce commodities 
required by other nations, prevented it from achieving a comparative production advantage 
in international markets. 

After 1950, Iraq was able to expand trade markets in a wider range of capital and 
consumer commodities, thus, enabling it to diversify its external transactions. Serious 
efforts at development of the economy were undertaken in the late 1950s and early 1960s 
when oil began to contribute substantial amounts to public revenues. 

Starting in 1953, Iraq realized its first trade surplus of ten million dollars. The 
reason for this expansion was the rapid increase in petroleum production, Iraq’s major 
export commodity. The value of Iraq’s trade increased from $856 million in 1960 to 
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$22,275 billion dollars in 1989 or by more than 2500 percent. 7 As a consequence, the 
country’s balance of payments position improved. This provided the economy the much 
needed foreign exchange to pay for imports, particularly capital goods and raw materials. 
Based on the prospects of higher revenues, government economic policies were formulated 
to utilize these revenues to correct imbalances and to reduce the country’s dependence on 
international trade. It was recognized then that oil was a non-renewable resource and its 
contribution to the economy would lessen over time. The government launched numerous 
plans to improve the economic strength of the country, increase the standard of living, and 
attempt to maximize industrialized production which, if successful, would reduce the 
dependency on international exchange and promote the country's independence. These 
plans were fueled by the revenues produced by the increase in oil production. 

Throughout the 1960s, Iraq exported increasing quantities of oil to an enlarging 
European market. By the mid-1960s, this enlarging market included eighteen European 
nations and produced revenues over one-half billion dollars. 8 With increasing exports, Iraq 
pushed to expand its oil production capability. This economic expansion had a spill-over 
effect, increasing import requirements and causing parallel growth in Iraq's domestic 
economy. Improvements in infrastructure, social programs, education, and expansion of the 
country’s military and bureaucracy emerged from the growing relationship with the 
international community. This trend of expansion, although paled in comparison with the 
hyper-accelerated growth witnessed in the 1970s, was the foundation for Iraq establishing 
its position as an industrialized Middle East superpower and a major international economic 
player. 

The 1970s were a decade of unparalleled growth for all the oil rich countries of the 
Middle East and Iraq positioned itself to take full advantage of the opportunity. In 1972, 
the government nationalized the oil industry. This action, along with the government's push 



7 Roubaie and Elali, “The Financial Implications of Economic Sanctions Against Iraq,” Arab Studies 
Quarterly , 17, no. 3, (Summer 1995), 54. 

s IMF: Direction of Trade Statistics 1966-71 , (DOTS), 240. 
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